Galveston Declared Hot Second Home Market

By Gary Schero

The much-respected financial publication, Barron’s, has labeled Galveston “an up-and-comer” in the hot market for second homes. Our city was highlighted along with nine other communities nationwide in a May 30th cover article entitled “The Second Home Boom.” The article discussed the fact that sales of second homes are skyrocketing as baby boomers move into their peak earning years and are eager to invest in more real estate.

According to the National Association of Realtors (NAR), an estimated 445,000 second homes were purchased in the United States last year. This was up 25 percent from 2002. 

The trend toward more second home purchases has been going on for some time. NAR started tracking such sales in 1989, when approximately 288,000 second home were purchased. Low mortgage interest rates have helped make second homes more affordable in the past several years. Also, the Taxpayer Relief Act of 1997 contained important changes that made buying a second home more feasible for many people. Basically, the new law means that people selling primary residences now can realize more of the appreciation in value—up to $500,000 for couples and $250,000 for singles--without paying taxes. A previous roll-over provision that required people to roll-over gains from the sale of a primary residence within two years was also eliminated, meaning people are now free to do what they want with the gains instead of being required to reinvest it in a primary residence. 

The median price of second homes has also been on the rise. Last year, the median price approached $200,000, which represents a five-year gain of almost 53 percent. Barron’s points out that if you compare this to the 10 percent gain the Standard & Poor’s 500 stock index experienced over the same period, you can easily see why so many people are attracted to second homes as a sound investment. 

Beach and waterfront locations in sunny climes such as Galveston have, of course, always been high on the list of places that attract second homebuyers. But with prices at some of the long-time leading oceanfront areas skyrocketing, Galveston has become even more attractive because it continues to be affordable when compared to other locations. For example, in Hilton Head, SC, which has been attracting second homebuyers for decades, entry-level home prices are around $350,000, compared to $150,000 for Galveston. 

While mortgage rates are inching up, none of the experts quoted by Barron’s expects the market for second homes to cool off much as a result. Barron’s quotes a broker from Canada, where the trend toward second homes is equally hot, as saying that, “Investors are losing confidence in their stock portfolios and transferring wealth to more tangible things, like vacation homes where they can entertain the kids and grandkids.”

Experts point out that investors in second homes should be aware that an economic downturn, a vacation home is likely to lose its value faster than a primary residence will. However, as a senior economist from a real estate research firm in Cambridge, MA, recently told the Boston Globe, “If you hold a home for five to 10 years, you’re almost guaranteed a positive appreciation.” 

In prime vacation spots such as Galveston, second home owners can take advantage of a strong rental market to help pay for their mortgage. According to the U.S. Bureau of Census, one-half of all second-home owners leave their home unoccupied for more than 330 days a year. That means there is ample opportunity for most second homeowners to tap into the added financial benefits that can come from renting out their vacation homes. 

Escapehomes.com, a Web site devoted to the vacation home buying and rental market, offers useful advice about how to decide whether to rent out your second home as well as tips on how to make the most of this income opportunity if you do decide to rent. The tax consequences of renting your vacation home to others are covered in IRS Publication 527, “Residential Rental Property (Including Rental of Vacation Homes),” which is available at www.irs.gov. 
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